
United States Department of the Interior 
MINERALS MANAGEMENTSERVICE 

Wty &a-ac PTF 
P.O. Bm 25165 

Dam. Ghndo 802256165 

IN n f n y  REFER TO 

ADIPSOKSO 98-068-1 11 1 
Mail Stop 3062 

Mr. Jack J. Grynberg 
Grynberg Petroleum Company 
5000 South Quebec 
Suite 500 
Denver, Colorado 80237-2707 

Dear Mr. Grynberg: 

This is in response to your February 9, 1998, Freedom of Information Act (FOIA) request (copy as 
Enclosure 11. 

On February 20 you accepted an 8-page copy of an Order from Minerals Management Service to 
Shell Services Company dated August 28, 1995. 

We are currently reviewing, identifying and deleting privileged and confidential information 
contained in the remainder of the documents that are responsive to your request. The 
complicated and sensitive nature of these materials requires that we consult with the submitter 
about their release. We anticipate completing the consultation process within two weeks, 
allowing us t o  fully respond to your request by June 3, 1998. 

For your future reference, and in accordance with 43 CFR I, 2.20(a)(l) (1997). we assess user 
fees to fulfill a FOlA request. Personnel charges cover our costs to conduct document searches 
and t o  review. identify, and delete privileged and confidential information. Other charges cover 
the direct costs of providing the material. Standard charges are: 

Professional support $1 8.601hour Computerlmag tapes S25.001each 
Clerical support $ 9.20lhour CD-ROM 8 6.001each 
Photocopies $ .13/page 8 mm. tapes 810.001each 
Microfiche $ .08/page Computer Diskettes $ 1.25hach 

Computer (CPU) time $35.00/minute ($25.00 minimum) 

Fees tor overdue bills include a $35 administrative charge plus interest at the prevailing Treasury 
ra te .  

If you have any questions, please contact Laurita Summerton at 1303) 231-3628 of meat 
(303) 231-3013. 

Sincerely, 
&lglnrl signed BY 
~tseory K. b n n  

Gregory K. Kann 
Freedom of 

Information Act Off iwr 

Enclosure 



Mr. Greg Karin 
M i n d s  M a m u u t  SaviGe 
Dsnvr, Colorado 80225 

Dear Greg: 

Rcterence i made to the complaint filed bv the M i n d 8  WnclganMt *io0 
agahn Shell 01 Company and posaibiy Mobll 011 Company ma wdl, oonwrning 
underpayment of royalties for Co, production In the Moflmo Dome Unit in 
M O M ~ U ~ M  County, Colorado, I would mpprecimte racSiving 0 eopy of dl the 
documenta prepared by the MMS for the admlnbmtive pmceding. w wdl w the 
asnlament of those prowedlnga b m w m  tho MMS and Shedl 011 Company ond 
possibly Mobil Oil Company BE; wdl. 

If the senlnmsnt includes a sattlemcmt wtth Corter Rpdlnr, under the Fot Act 
I would like to obtain copies of all the nuterlrl, including mn wdh by the MMS. 

The letter is wrinm on bohrlf of my wife, -em c. Grynbrg. who ir a t r u W  of 
rhe Rachel S U ~ M  Trust, the !3ophan Mark Trust, and ths Mirimm Zda Trust. 
Rachel, Stephen end Mirlarn we our three children. who are ovsnlding royalty 
owners of approximately 13,500 acre8 in the MaElmo Dome Unit. 

Sincerely yours. 



United States Department of the Interior 
MINERALS MANAGEMENTSERVICE 

RorJv h c m = r  pmg.m 
P.O. Bm 25165 

Dmw. ColondD 802254165 

IN REFER TO 

ADlPSORSO 98-068-111 1 
Mail Stop 3062 

Mr. Jack J. Grynberg 
Grynberg Petroleum Company 
5000 South Quebec, Suite 500 
Denver, Colorado 80237-2707 

Dear Mr. Grynberg: 

This is to follow up our May 14, 1998, response to your February 9 Freedom of Information Act 
(FOIA) request. 

On February 20 you accepted an &page copy of an Order from Minerals Management Service to  
Shell Services Company dated August 28, 1995. 

Enclosure 1 contains 133 pages of documents from the administrative proceedings thet are 
responsive to your request. Since no settlement has been negotiated with Cortez Pipeline. we 
have no records that are responsive to that portion of your request. 

Certain information in these materials has been withheld under FOlA Exemption 4. We have 
deleted specific details from contracts and settlements; certain prices, volumes, percentages, 
rates.  costs, allowances; and tariff reimbursement amounts. Because you agreed to this 
withholding. we do not consider the deletions a partial denial under the FOIA. 

Our policy, in keeping with the spirit of FOIA, is the prompt release of records to the greatest 
e x t e n t  possible. At the same time, we must protect the rights of individuals and the 
administrative processes surrounding such rights. The FOlA regulations require us to withhold 
information protected under FOlA exemptions a t  43 CFR § 2.13 (1996) when disclosure is 
prohibited by statute or Executive Order, or if sound grounds exist to apply an exemption. 

' and We have determined that the deleted materials contain 
are privileged and confidential. This information is being withheld pursuant to Exemption 4 of 
FDIA. which exem5ts f 6 m  disclosure ". . . trade secrets and commercial or financial information 
obtained from a person and privileged or confidential." We have replaced the deleted information 
with the marking "X-4." 

. .  

In accordance with 43 CFR 5 2.20(a)(l) (1997). we assess user fees to fulfill a FOlA request. 
Personnel charges cover our costs to conduct document searches and to  review, identify, and 
delete privileged and confidential information. Other charges cover the direct costs of providing 
the material. Standard charges are: 

Professional support $1 8.60lhour Computerlmag tapes $25.00leach 
Clerical support S 9.20/hour CD-ROM 9 6.001each 
Photocopies $ ,131page 8 mm. tapes 9 1 O.OO/each 
Microfiche $ .08/page Computer Diskettes 0 1.25leach 

Computer (CPU) time 835.00/minute (925.00 minimum) 



Mr. Jack J. Grynberg 2 

Fees for overdue bills include a 535 administrative charge plus interest at the prevailing Treasury 
rate. 

Enclosure 2 is a bill for 5222.83, the cost to fulfill your request. 

If you have any questions, please contact Laurita Summerton at (3031 231-3628 or me at 
(303) 231-3013. 

Sinceraly, 
Original Sgnd 8y 
Gmv rcma 

Gregory K. Kann 
Freedom of 

Information Act Officer 

Enclosures 

b c c  RM File (705-16) 
RM ChronlLkwd 
MMS FOlA Officer, MS 2200 (e.t.) 
RMP FOlA Officer, MS 3062 
PSO Chron. MS 3060 
TSO Chron. MS 3062 
SlCD FOlA Coordinator, MS 3660 (e.t.) 
OE FOlA Coordinator, MS 3030 (e.t.) 

LMS RMP/ADIPSO/TSO:MS3062:LSurnmerton:O6/12/98:231-3628:p:\FOIA98-068-1 b.wp 
Finalized Ipm 0611 8/98 



12 
December 20,1991 

Shell Oil Company 
Jeannine Nicder SkdT 2170B 
P.O. Box 4655 
Houston TX. 77210 

Dear Ms. Niedcr: 

colorado Depamnent of Revenue. in lrccordance with SecriOn 205 of the Federal Oil 
and Gas Royalty Uanagrment Act of 1982 (KxiRMA), has reviewed subject to the 
thm scope limifation~ listed below. Shell Western Exploration and Roducing 
Incorporated ( S W h  Payor 49460, myally payments far carbon dioxide (Cq, 
produced from MCJ~IIIO Dome unit colardo Fcdcral leases for the period of Denmber 
1, 1983 through S C P E ~ C I  30, 1989. 'Iht lurses reviewed are attached as Exhibit A. 

In the following ttUte arcas, the Depamnent of Revenue review was limited, BS stated 
below: 

1 )  The review utilized the revised Exhibit B McElmo Dome unit acreage of 
202,629.86. The use of this acreage in the audit findings is 
contingent upon final approval by the Bureau of Land Management. 

2) The review uriiizcd unconfinncd Ca, prices supplied by Mobid for w in the 
Chevron and Total Unit weighnxl average price calculations. The use of these 
Mobil prices is contingent upon fum audit confirmation. 

3) Fmally, for the h e  period March 1, 1988 through September 30, 1989 the 
&cW utilized the cOrt+z pipkne &of 50.39. The use of this 30.39 Conu 
tariff is contingent upon the mnsponation a ~ ~ w a n c e  appeal m n t t y  in the 
Mh4s Royalty valuations standards Division. 

This lctur is intended to inform you of a preliminary royalty underpayment 
determination resulting from our revicw.-and Qes not M)I1sti~t~ a final mion of 
determination by the Colorado Depamnent of Revenue or Minaals Mrnrgnneat Service 
(MMS). Iu purpose is 10 give you M opparnrnity to provide additional documenntion 
that would refute our preliminary detamination. 

/ WHERE EXCELLENCE ADDS UP 
COLORADO DEPARTMEW OF REVENUE / 



Enclosure 2 

Date Description QW unit Prim 

Con I Per 

BIU FOR COUECTION 

Amount 

Bill No. 98-3020-072 

-~ 
06/18 Professional Support 10.5 $1 0.60hr. 195 30 

06/18 Clerical Support 1 $ 9.20lhr. I 9 20 

ice Da- 

. . .  
to: F&&170-481 Z 

- - 

06/16 Photocopies 141 $ 0.13Ipg. 18 33 

CPU Time $35.00/minute 
$25.00/minimum 

Payor: 

Mr. Jack J. Grynberg 
Grynberg Petroleum Company 
5000 South Quebec, Suite 500 
Denver, Colorado 00237-2707 

Tapelcartridge. 

Less Credit for 
ReturnedTape. 

Due Date: 07/17/90 

RE: FOlA Request NO. 98-068-111 1 

Amount of Peyrnsnt $ 

- 
625.00iea. 

($25.0O)/ea. 

AMOUNT DUE THIS BILL $222 83 

-Magnet ic  tapes mag be returned for a credit toward your next request. 
However, we will not process a cash refund. 



United States Department of the Interior 
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e. Dandld J. V h l  7 

-1 doc\t.m+.tion oap+ COllpliraCn 4 t h  th is  opdu: .k 
@ ect to .atr ud therefom, .hould bo ratalxmd by ah011 
should Canunur to value prodaction in amdance w i t h  
regulations and g d d m l h  di- in this e e r .  
future 1Mo determiam - t - r o Y a l ' y ~  +e do not comply 
with t h i s  order, the violation ray be v llful. 

saction 109 of -, promlwtmd in 30 CIA S 241.51 (1995),  
autharitc. lgL0 ta U 8 . U  oivil -tima for failure or rrfrual 
to comply vfth the 
regulation, rule, d e r ,  l m ,  or permit. Conuqumtly, your 
failura to comply wi+h the terms of thfs order may be ooneidermd 
a violation pUrman+ to 30 Cra S 241.51(1)(3) and could mabject 
you to pmnaltiar of up to $5,000 p u  violaam par day rot each 
day tho violatfon aonthms. 

YOU have tha right to appeal this ardrr in acwrdnnce with the 
provbionm of 30 CFR PIvt 290 (1995). 
to the D i r e c t o r ,  NHS, rad the notice of appeal ma& be filed 
vithin 30 days from the date OF reaeipt of this ordrt at the 
following addre882 

M 3 1 IQIS ca3plut.s it8 f O ~ o u - L l p  CcqQlianc. trrtrfng. *ill 

12 in thr 

of rDQpt* or any statute8 

&ty rgpral takm Will k 

1p. James R. Dmtlef8, chid' 

P.0.Box 25165, Mail Stop 3660 
Denver, Colorado 80225-0165 

Stat0 ud Indim -1i- D&d8i0#1  
xillml. 13anag.rmt mice 

Any notice of appul -11 incorporate er provide by separate 
letter vrittm rtrtuurt of rauors, as you deea rdeguta8 to 
just i fy  reversal or Isdifiaatlon of this direativl.. Yap have 
90 days from rrroCipt of this latter t o  f i l e  any sta-t of 

and derotzstratn good 01- for tha +be autmeion. 
the written regweat for +he tine evtsncion nust be provided to 
the Divi8ion oief at the addreoo shown aboor for approval. 

Ln accordance w i t h  th8 provirions of 30 CFR S 243.2 (ZSPS), 
compliance with this order w i l l  be 6Urptad.d upon a timely 
appc.1, pmding tho of the appeal. 

If YOU have any quurtloru atnoerming tat. rrtter, pieaae or11 
nr. R i c h u a  Pond of the Color8&0 of Revanue at 

reasons OT W ' r i t t -  brief8 t0 yoOr 8-1. T- 
~ ~ S i O n S  fOr f%l%lW thr 8a-t Of - Puot b bl 

rurthrrrvrrr, 



e. runald J. V i a l  8 

(303) 355-0406, uct.ac.ion 779 dp: wr’. Elop+hall of  M ~ I S  at 
(303) 275-7487 

Sincerely, 
ORIGINAL SIGNED ey: 

JAMES R DET- 
e. 3uu R. D a + l e f m  
mef, stmte rndian CoJPliaDoe 

D i d d o n  

3 EaclOollrU 

bcc: chief, ECD 
J. Rrotey, state of Calif0mi.a 

G. staigra, state oi north w t a  
J. Norran, mte of New Hmxico 
DLLDC chron 
SICD rue 
SIW QIon 
RLI w o n  uvd/Dc (21 

W. PI-, mt8 O f  m- 

IWS:DAPC:bICD:~3660:~~lltdM16/13/96:303-275-7487:6-8-33 
Final;dVh:8/22/96 



TAX AUDIT AND COMPLIANCE DlWlON 
oeputmm of R n a r u c  

999 18th SM, Suite 1025 
Nath T o w  
hVs, coi0nd~ 00202 

Decembcr 20,1991 
12 

Shell Oil Company 
Jeannine Nicdu SMT 2170B 
P.O. Box 4655 
Houston 7X, 77210 

Dear Ms. Nitdcr 

The Colorado Dcpsrfment of Revenue, __ accdmcc with Section 205 of the Faderal Oil 
and Gas Royalty Management Act of 1982 (FOGRMA), has reviewed subject to the 
three scope limitations listed below. Shell Western Exploration and Roducing 
Incorporated (SWEPI). Payor 49460, royalty payments for carbon dioxide (COJ 
produced from McElmo Dome unit Colorado Fcdcral leases for the pcriod of Dccember 
1, 1983 through September 30, 1989. ThC Icases reviewed an attached BS Exhibit A. 

In the following three areas. the Department of Revenue review was limited, as stated 
below: 

1) The review u&d the revised Exhibit B McElmo Dome unit acreage of 
202,629.86. The use of this acreage in the audit findings is 
contingent upon final approval by the Bureau of Land Management. 

2) The review urilized unconfvmcd CO, prices supplied by Mobil for use in the 
Chevron and Total Unit weighted average price calculations. The use of these 
Mobil prices is condngent upon fume audit confirmation. 

3) Finally. for the time period March 1. 1988 through September 30, 1989 the 
review udlized the C a c z  pipeline tarif of $0.39. The use of this $0.39 Cmez 
tariff is contingent upon the WNpORation allowance appeal clanntly in the 
MMS byalty Valuations Sarndards Division. 

This letter is intended to inform you of a prclimiiary royalty underpayment 
determination resulting from OUT review, and does not constitute a final action of 
determination by the Colorado Department of Revenue or Minerals Management Service 
(MMS). Its purpose is to give you an oppaunity to provide additional documentation 
that would nfute our preliminary dcmmination. 

/ WHERE EXCELLENCE ADDS UP 
COLORADO DEPARTMENT OF REVENUE / 
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Shell Oil Company 
Jcannine Nicdcr 
December 20.1991 

Our review indicates that, during the audit period, SWEPI underpaid royalties due the 
M M S  by $897,892.00. It appears that SWEPI mdcrpaid royalties as a nsult of these 
issues: 

ISSUE AMOUNT 

CO, Price Valuation Issues 
Contract Ricing & Transportation Deduction $827,677.46 

Royalty on Severance Tax Reimbmcmenu 4 70,214.54 

9 897.892.00 

Each of these issues will be discussed in detail. 

CO, Rice Valuation Issues 

Federal regularions and insrructions from M M S  establish the value used in calculating 
royalties and also allow the Scacrary of the Depment  of the hterior latitude in 
setling guidelines for allowing uansponation deductions. Title 30 of the code of 
Federal Regulations (CFR) Section 206.103 (1986). entitled "Value basis for 
computing royalties.", states in part: 

The value of production. for the purpose of computing royalty, 
shall be the estimated nasonable value of the produn as 
determined by the Associate Director due consideration being 
given to the highest price paid for a pan or for 8 majority 
of production of lilce quality in the same kid, to the price &vcd by the 
lessee, to posted prices and to other relevant matters. 



Page 3 
Shell 0 
Jeannin 
Decem1 

Furthcrmon, the new rcguIacions effective March 1.1988, ‘ZTrle 30 CFR Section 
206.152(c)(l) (1989). pvides guidelines for valuing gas sold pursuant to a non arms- 
length contract. The first benchmark for detmnining reasonable value states: 

The gross proceeds accruing to the lessee pursuant to a sale under its 
non-arms-length contmct (or other disposition other than by an ann’s- 
length contract), provided that those gross proceeds arc equivalent to 

length connacti for purchases, sales, or other dispositions of like- 
quality gas in the same field (or. if necessary to obtain a reasonable 
sample, from the same ana). In evaluating the comparability of arm’s- 
length contracts for the purposes of these ngulations. the following 
factors shall be considucd: price, time of execution, duration, market 
or markets served, terms, quality of gas. volume, and such other factors 
as may be appropriatt to xcflecr the value of the gas. 

the gross p m c ~ d s  dcrivtd from, or paid under. Comparable arm’s- 

In addition, the MMS Royalty Valuations Standards Division (RVSD) has established 
policy for valuing In-kind CO, deliveries. For In-kind deliveries the MMS has 
determined that the applicable royalty value should be the delivery point, unit 
operators, principal CO, purchase connact pricc less actual cost of transportation 
(Limited to 50% of the products unit value). 

The authority of the Secretary (or the Secretary’s designated delegate) to determine 
the reasonable value of gas is r e i n f d  in the Notice to Lessees No.1 -1). 
Section ID., relating to gas and associated liquids. which states in part: 
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Shell Oil Company 
Jeannine Nitdcr 
Dccembcx 20.1991 

The value of all ul-dll& Eas an 'UlsOcI 'ami fiauid hvdm arbons will 
be established bv the Suoervisor. Such value will be based on the 
SupcMsor's estimated reasonable value of both the natural gas and its 
enuained liquid hydrocarbons with due consideration being given to the 
highest price paid for a part or a majcnity of like quality production in 
the same field or arcs. to the pricds) received by the operator, to the 
Bru conteat of the gas, and to othcr relevant maems. Under no 

procuds accruing to tht operatcn from the sale of such leasehold 
production. Gross proceeds include, but are not limited to, tax 
reimbursement and payments to the operator for gathering, measuring, 
compressing, dehydrating, or performing other scrvicts necessary to 
market the production. Likewise, no deduction wil l  be allowed for the 
cost w h i c h a n o p c ~ o c c u n b y ~ o f p l a c i n g t h e g a s i n a  
marketable coadition as an opaaun obligated to do so at no cost to the 
less or.....(Emp h i s  added) 

circumstances wiu the mydty value be computed on less than the gross 

Section m. of NTLl also shows that the Nn. is intended to apply to 
sales of carbon dioxide gas by stating in part: 

... Non-hydrogen byproducts such as sulfur and carbon dioxide which 
arc e x m u d  far sale must also be repored in the same manner on the 
monthly Form 9-361 .... 

The broad authority possessed by the Secretary to determine the appropriate method 
of calculating allowed muportation allowances has been noted by the Interior Board 
of Land Appeals. In Shell Oil Company, 52 IBLA 15 (Decided January 15. 1981) 88 
I.D. 1, the m u  stated in part, that: 

... The Secretary of the Interior has dismtionary authority to determine 
the factors to be considend in computing uansponation allowances for 
royalty valuation purposes .... 

The Consemanon Division Manual (CDM), a procedural guide of the U.S. Geological 
Survey (USGS), predectssor agency to MMS. addresses Wnsponation allowance 
guidelines. The CDM Section 647.5.3E (1974) addresses the maximum allowable 
msponation allowance and states in part that: 
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Shell Oil Company 
Jeanninc Nieder 
December 20, 1991 

... However, when thc UanSpOrearion cost is p e r  than 25 pnrxnt of 
the fair market value at the nearest competitive sales mminal, the 
Supervisor must wnduct a complete review prior to approval of such 

p e n t  of the mud uct's fair market valw at the nearest com~~tit ive 
sales uoint... 

rates. g g  tfan ' n  X 0 

Finally, the new regulations effective March 1, 1988, Title 30 CFR Section 
206.156(c)(l) (1989). entitled "Transportation Allowances-General", statcs in part: 

... For unprocessed gas valued in accordance with d o n  206.152 of 
this subpart, the uansportation allowance deduction on the basis of a 
selling m g e m e n t  shall not exceed 50 pacent of the value of the 
unprocessed gas... 

SWEPI has incomctly calculated its SWEPI, Chevron. and Total Unit weighted 
average prices, for the periods January 1984 through September 1989. This has 
resulted, because of four contract pricing errors (fm separate deliveries) and 
exceeding the tmspomtion deduction limitation of SO percent of unit value (10 
separate &liveries). The conuact pricing and msportation issues will be elaborated 
upon below: 

Denver Unit In-kind Deliverv Meter 74222-5OOB 

The Colorado Department of Revenue has determined that the applicable price for this 
delivery should be the conma datcd January 1, 1982, between. x -Y - 

CThis c o n a t  was determintd to be Anus-length 
by MMS RVSD). This contract is considmd to be the unit operators principal CO, 
purchase contract as it accounts for approximately 60 percent of the total CQ 
delivered to the Denver unit. 

X - L s  
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Shell Oil Company 
Jeannine Nicder 
December 20, 1991 

3 

delivery should be the wnmt dated November 1,1984. between - */- 
The colorado Depanment of Revenue has determined that the applicable price for this 

-4 (This wnuact was & m i n e d  to be h s -  
length by M M S  RVSD). This c o n m  is considered to be the unit operators principal 
CQpurchase contract, as it accounts for ripproximately 63 percent of the total unit's 
C02 requirement. 

7-  
%-* and the seller 

South Wasson Cl earfork Ln-kind Delivw Meter 74222- 509 

S W I  has erred by not properly including the correct tariff rcimbursemenr pricing 
terms. The contract for valuing this delivery is dated June 30,1986, between X-Y  
- Y - *  
reimbursement, state in pan: 

The price m s  addrtssing the transpanultion 

Buyer agrees to reimburse Seller for a immpomion charge, F.0.3. 
Denver City, Tern as set out below: Ta~iff reimbursement of S rC -4 
(1986). $%+ (1987). $ X - 4  (1988) and $Y-Y  (1989) 

SWEPI improperly utilizcd a transportation reimbursement of $0.39. the amount of 
the Conez tariff. 

McElmo Creek M Partv Meter 74236-EM2 

The applicable contract for valuing this delivery is the contract dated July 12, 1985, 
between x - 4  SWEPI has erred as a result of not 
properly convemng the pncc to the contract stated pressure base of 14.73 PSIA. 

Transwnarion Deduction Limitation 

SWEPI has incorrcctly taken a transportation deduction, exceeding 50 pcrcent of the 
products unit value, on ten separate deliveries. As pr~viowly mentioned, the CDM. 
Section 6475.3E.. and the Codc of Fedcral RcguIations 30 CFR Section 
206.156(~)(1), state that under no Circumsmnces should the transportation cost ex& 
50 percent of the products fair market value. 
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Shell Oil Company 
Jeannine Nitdn 
kcember 20, 1991 

These price valuation issues all affect thc calculation of the SWEF'l, Chevron and 
Total Unit weighted average priccs and have resulted in SWEPI underpaying royalnes 
by $827,677.46. SEE Exhibit B Schedulr~ 

4 
Federal regulation and inst~ctions from the MMS establish the value to be used in 
calculating royalties due ~JKXD Federal leases. 30 CFR 206.103 (1986) and the new 
rcgulations 30 CFR 206.152@) (1989) effective March 1.1988, states in part that 
royalty is due on the "...gross proceeds accruing to the lessee...". 

Section 3 of the Notice to Lessees and Operators No.1 (NTL-1) states in part: 

"Under no circumstances wi l l  the royalty value be computed on less 
than the gross procetds accruing to the operator from the sale of such 
leasehold production. Gross proceeds include, but arc not limited to, 
tax reimbursement and payment to the operator for gathering, 
measuring, compssing, dehydrating. or pcrfonniag other services 
necessary to market the production. (Emphasis added-)'' 

In addition, the MMS position on tax nimbursements has been upheld in court in 
Hoover & Bracken Energies v. United States Depamnent of the Interior. et al. 723 
F.2d 1488 (1983). 

Furthermore, the C02 purchase contracts used to value the delivniCs to meters 
74221-501 and 502, dated November 14, 1984 and November 19, 
1987, between -X - 4 respectively state in part: 
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Shell Oil company 
Jeannine Niedcr 
December 20.1991 

Buyer shall, subject to the conditions here- set forth. pay Seller 

mean MY sales, transaction, occupation. service. production. severance. 
gathering, transmission, value-added or excise tax, assessment of fec 
levied. assessed or fixed by governmental authority and taxes of a 
similar nature or equivalent in effect (not including income, excess 
profits. capital stock, franchise or general pmpcrty taxes) in respect of 
or applicable to the carbon dioxide delivered hereunder to Buyer in 
addition to or gnatcr than those, if MY, being levied, assessed or fixed 
on Octobcr 1. 1984, and for which Seller may be liable, either directly 
or indirectly. or through MY obligation to nimbursc others. 

of MY additional tax. The term "additional tax" shall 

The CO, purchase coneact, used to value the delivery to the Denver unit, Mew 
74222-500A, dated January 1, 1982. between - f - Y -- states in part: 

Buyer shall, subject to the conditions hereinafb set forth, pay Seller 

any sales, aansaction, occupation, service. production, severance, 
gathering, transmission, value-added or excise tax, assessment of fee 
levied, assessed or fixed by governmental authority and taxes of a 
similar nature or equivalent in effect (not including income, excess 
profits. capital stock, franchise or general pmpcrty taxes) in respcct of 
or applicable to thc carbon dioxide delivered hereunder to Buyer in 
addition to or greater than those, if MY. bciig levied, assessed or fixed 
on the date of this conuact and for which Seller may be liable, either 
directly or indirectly, or through MY obligation to reimburse others. 

The CO, purchase coneact, used to value the In-kind delivery to the Wasson ODC 
uniL Mew 74222-502A. dated November 1, 1984, betwccn Y -+ and X-  9 states 
in parr: 

X -y of any additional tax. The tern "additional tax" shall mean 
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Shell Oil Company 
Jeannine Nicder 
December 20, 1991 

Buyer agrees to reimburse Seller for (i) m y  increased pmduction or 
severance taxes or other taxes which may be imposed after January 1. 
1983, and which BB required to be paid by Seller, applicable to 
Seller's purchase of Cq delivered a d o r  deliverable hereunder, (ii) 
any and all other new taxes, legally imposed on. and required to be 
paid by Seller after June 1, 1984, by Federal. State, and/or Local 
Government authorities on CO, delivered md/or delivcrnble hueunder. 
MdbI On the 'on, starage, &Cr, or sale of cq hereunder. 

The Cq purchase contract, used to value the third party delivery to the Wasson ODC 
unit, Meter 74222-502B. dated November 17.1984, between d-v and Z-Y 
- Y--Y - states in pan: 

Subject to the conditions hereinafter set forth, pay Seller % - LC of 
any additional tax. The tern "addi t id  tax" shall mean any sales, 
wansaction, occupation. service, production, severance, gathering, 
aansrnission, value-added or excise tax, assessment of fee levied, 
assessed or !ked by governmental authority and taxes of a similar 
nature or equivalent in effect (not including income, excess profits, 
capital stock, franchise or general property taxes) in respcct of or 
applicable to the carbon dioxide delivend hereunder to Buyer in 
addition to or greater than those, if any, king levied, assessed or fixed 
on March 1, 1984, and for which Seller may be liable, either dkectly 
or indincrly, or through any obligation to reimburse others. 

The CO, purchase conmt ,  used to value the third party delivery to the McElmo 
Creek uniL Meter 742364342, dated July 12, 1985. between X--Y and Y-ct states 
in pan: 
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Shell Oil Company 
Jcannine Nicdcr 
December 20.1991 

Buyer shall, subject to the conditions haeinafDer set fath, pay sella 
x- y of any additional rax. The Dcnn "additional tax" shall 

mean any sales, musaction, occupation, service. ploduction, severance, 
gathering, uansmission. value-added or excise fax. assessment of fce 
levied, assessed or fixed by govemcntal authority and taxes of a 
similar nature or equivalent in effect (not including income, excess 
profits, capital stcck, franchise or general property taxes) in nspect of 
or applicable to the carbon dioxide d e l i v d  hereunder to Buyer in 
addition to or greater than those, if my. being levied, assessed or fixed 
on March 15, 1984. and for which Scllcr may be liable. either dkctiy 
or indirectly. 01 thrwgh any obligation to reimburse others. 

Finally, the CO1 purchase contracs used to value the deliveries to the South Cross 
Field, Meter 74221-509A and 509B. dated March 1, 1988, bcrwccn X - 4 
x-4 statesinpan: 

Subject to the conditions hcninaftcrset fcath, pay Sella -v of 
any additional tax. The term "additional tax" shall mean any sales, 
transaction, occupation, service, production, s e v m c e ,  gathering, 
transmission, value-added or excise tax, assessment of fee levied, 
assessed or fixed by governmend authority and taxes of a similar 
nature or equivalent in effect (not including income, excess profits, 
capital stock, franchise or general propmy taxes) in nsptct of or 
applicable to the carbon Dioxide & l i d  hueunder to Buyer in 
addition to or greater than those, if any. being levied, assessed m 6 x 4  
on September 1, 1987, and for which Sella may be liable. either 
directly or indirectly. or through any obligation to reimburse others. 

The State has determined that SWEPI is entitled to nxeive Severance tax 
reimbursements on the contracts listed above. This is a result of the Severance taxes 
on the McElmo Dome Unit production increasing above and beyond the base period 
tax. Therefore, SWEPI has underpaid royalties by $70,214.54 as a nsult of not 
including Severance tax reimbursements in their royalty calcuhions. SEE Exhibit C 
Schedules 
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Shell Oil Company 
Jeannine Nicdcr 
December 20,1991 

Shell Wesmn E x p W o n  is nqucstcd to review thc fsctllal information outlined io 
this lem and in the enclosed exhibits and schedules. You arc requested to advise this 
office no later than January 21, 1992 of your concurrence or the specified rcason(s) 
for your disagreement with the findings outlined in the schedules. Any 
correspondence should be addressed to: 

Mr. F. David Loomis, Manager 
M i n d  Audit Section 

Colorado Department of Revenue 
999 Eighteenth S a e t  

Suite 1025. North Town 
Denver, colorado 80202 
Telephone: 303-2944 110 

If you desire to voluntarily comply with the contents of this issue letter, your 
adjustments must be accompaaied by a green Form MMS-2014 (copies attached). 
Insuucdons for completing this form arc also attached. If you have MY questions 
concerning this letter or audit schedules, please contact Michael Santos at (303) 294- 
5128. 

Sincerely. 
MINERAL AUDIT SECTION 

F. David Loomis 
Manager 

FDL:MS:sc 

enclosures: 

cc: Shell Audit File 
Issue Letter Fde 
h s p o & m F i l e  



United States Department of the Interior ,- 
I 

- 
MINERAL5 MANAGEMENT SERVICE I I  

ROYALTY MANAGEMEST PROGRAM 

1% RFPLY 
KEbEH TO 

2-05133.000 
Colorado 

Shell 011 Co. 

MMS/RCD/OSTPS 2-8-96 
MS 3601 SEP 2 1992 PUG 2 7  1992 

OLWAW,;: - -  f:%E MINERAL c , ~ ~ ~ ~  
Memorandum 

To : Chief, Division of Appeals 
OriplmI Sinned & 

Through: Chief, Royalty Compliance Division J E S f  mm Q 

From: Chief, Office of State and Tribal Program Suppo@rigkd Signed 
Subject: Request for Docket on Notice of Appeal by Shell @ l " ~ o ~ . a @ ~  

FEIL 22924004, Colorado Department o f  Revenue 

Attached are Shell Oil Company's (Shell) Notice o f  Appeal and Statement o f  
Reasons on Appeal dated August 25, 1992. Shell is appealing an order issued 
by Minerals Management Service on July 22, 1992. This Notice represents all 
arguments put forth by Shell. We request that a docket number be assigned. 

The audit was performed by the Colorado Department of Revenue (State) in 
accordance with Section 205 of the Federal Oil and Gas Royalty Management Act 
o f  1982. Written response to the Notice of Appeal has been requested from the 
State as required by contract. Our office w i l l  transmit the appropriate f i e l d  
report after we receive the required input from the State. 
further information, please call Patrick Milano at (303) 969-6659. 

If you need 

Attachment 

bcc: F.D.  Loomis, State of Colorado 
RCD Chron 
RCD/STP File 
RCD/STP Chron 

RCO:OSTPS:MS3601:PMilano:dvh:8/26/92:FTS321-6659:STP:2-8-96 
Final:dvh:E/27/92 



I --- 
United States Department of the Interior ,-, *- - 

I MINERALS MANAGEMENT SERVICE I I  
R O Y A L N  MANAGEMENT PROCRAM 

P.G nox ZSIM 
IN REPLY DENVER. COLORADO WU5 
REFER TU 

MMS/RCD/OSTPS 2-8-95 
MS 3601 

-- 
RETURN RECEIPT REOUESTEP 

M r .  F. David Loomis 
Colorado Department o f  Revenue 
Minera l  Aud i t  Sect ion 
999 18 th  S t r e e t  
Su i te ,  1025, Nor th  Tower 
Denver, Colorado 80202 

RECEIVED 
A U G 3  I 1992 

2-05133 .OOO 

Dear Mr. Loomis: 

Enclosed are  She l l  O i l  Company's f i n a l  documents suppor t ing i t s  appeal f rom an 
order  issued by Minera ls  Management Serv ice  on July 22, 1992. Please rev iew 
these documents which concern FBIL 22924004, and prov ide  t h e  O f f i c e  o f  S t a t e  
and T r i b a l  Program Support w i t h  your  w r i t t e n  r e p o r t  concerning t h e  substance 
o f  the  a p p e l l a n t ' s  arguments. 

I f  you should have any quest ions about t h i s  mat ter ,  p lease c a l l  
Mr. P a t r i c k  Mi lano a t  (303) 969-6659. 

S incere ly ,  

U k h i e f  O f f i c e  o f  S ta  e and T r i b a l  

Program Support 

Enclosure 



August 25, 1992 

Shell Oil Company @ 
200 NOnR Dairy Asnlora 
nouston TX 77079 

P 0 BOX 576 
H O U S I O ~  TX 7 r r n i ~ s i s  - 

Mr. David S .  Guzy, Chief 
Office of State and Tribal Program Suppon 
Royalty Compliance Division 
Minerals Management Service 
P. 0. B o x  25165, Mail Stop 3601 
Denver, Colorado 80225-0165 

SUBJECT: MMSIRCDIOSTPS 2-4-87 
NOTICE OF APPEAL 
AUDIT OF FEDERAL LEASES 
MC ELMO DOME UNIT 
DOLORES AND MONTEZUMA COUNTIES. COLORADO 

Dear Mr. Guzy: 

Shell Oil Company ("Shell"), on behalf of its suhsidiary Shell Western E&P Inc. ("SWEPI'), 
hereby timely files its Notice of Appeal with respect to the letter of the Minerals Management 
Service ("MMS') dated July 22, 1992, and received by Shell on July 27, 1992, directing SWEPI 
10 pay additional royalties for the subject federal lases in the amount of 3908,631.35 for the 
period December 1, 1983 through September 30. 1989 ("the audit period'). 

l" 

This Notice of Appeal sets forth SWEPI's objections to the fmdm&s of the MMS with rapea 
to underpayment of royalty at the Denver Unit In-Kind De l ivq  Meter 74222-MOB. In addition, 
SWEPI sets forth its objections as to royalty underpayments prior to July 22, 1986 as being 
precluded by the applicable statute of limitations. 

SWEPl does not dispute the MMS' findings of royalty undupaymcnts with respcft to the Wasson 
OM: In-Kind Delivery Meta 74222-502A. tbe South Wassoa Clearfork in-Kind Delivery Maa 
74222-509, the McElmo Creek Thud Party Meter 74236-FM2, the royalty oa s c v ~ ~ l c e  nx 
reimbunements, and the transportatiOn deduction limitations. However, with respect to the 
traasponation deduction limitation, SWEPI has filed a Request For Exception Relief dated 
March 31, 1992 requesting retroadve relief to March 1, 1988. Therefoe, SwEpl's 
concurrence with the MMS' fmdings is subject to its pending Request for Exception &W. 
SWEPI has elected to post a letter of d i t  in the amount of S1.638,oOO by the invoice d w  dote 
in order to suspend its compliance with the MMS' order pending this a m .  Ihe data set forth 
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in Attachment NO. 5 is confidential P~Oprictary data and should not be releascd by the MMS to 
thud parcies. 

ENT OF -- 
I .  The July I ,  1986 contract for the sale of CO, by x -q to the Denver Unit is an arm's 
length contract negotiated four y m  aftcr the initial sale of C Q  to the Denver Unit. Becam 
of declining CO, prices between 1982 and 1986, the 1986 contract is the arm's length contract 
to be taken into consideration for purposes of valuing in-kind deliveries of CO, by X - 4 from 
Denver Unit In-Kind Delivery Meter 74222-MOB. 

2. 
the applicable statute of limitations (28 U.S.C. 0 2415(a)). 

A pomion of the December 1, 1983 through !kptember 30, 1989 audit period is beyond 

ARGUMENT 

L UNIT A 

SWEPI has entered into two separate contracts to supply McElmo Dome Unit CQ to the Denver 
Unit in T e w .  The fint of t h e  contrpcts is dated January 1.1982 a d  provided that f-q 
would provide X -3 MCF/d to the Denver Unit at an initial cost of 5 %+per MCF on 
January 1, 1982 (subject to crude oil adjustment provisions), and transportation costs pursuant 
to the Corcez Pipeline tariff. The January 1. 1982 contract also provided a take-or-pay clam 
applicable to X . fj MCF/day of the contract volume. By letter dated September 10, 1984. 
the MMS determined that the January 1. 1982 contract was acceptable to the MMS for 
establishing a value for royally purposes (Anachmat NO. I). Ddver ia  of CQ under the 
January 1, 1982 contract commenced in April 1984. 

In November 1985, Conoco, the second largest working interest owner in the Denver Unit, 
requested SWEPl, as operator of the Denver Unit, to renegotiate the January 1, 1982 contract 
to permit the Denver Unit working interest owners to obtain a mom competitive price for CO, 
than then existed under the January 1,1982 contract. During the Mod between 1982 and 1986 
both oil and gas prices had declined dramatically. As a result of tk declining oil prices, tk 
demand for C Q  to use in tUtiay movq projects had also ddiaed Substantially. On J 4 n ~ r y  
23, 1986, SWEPl bailotcd the Denver Unit working interest ownus concerning this maw 
(Attachment No. 2). The Denva Unit working hteresf ownen dirraed SWEPI to limit CO, 
purchases under the January 1,1982 contract to the take-or-pay volume ( X - '-f MCFlday) and 
to negotiate a new sales contract Wor supply in-kind conbafts for the rcquircd CQ in excess 
of the take-or-pay volume. A bid letter dated March 31, 1986 was developed by Conoco and 
Texaco, on behalf of the Denver Unit, and was s a t  by SWEPI, as opaotot, to potcntitl CO, 
suppliers (Mobil. ARCO, Exxon. Amaco, rad SWEPI) (Aarchment NO. 3). Only X-V and 
% ~ 4 submined bids to supply the neds of the Denver Unit. By lUtm dated June 1,1986, 

Conoco and Texaco, acting as odrmruma 
recommended that negotiations should be conducted with respect to X- 4 offer of M9y 9. 
1986 (Attachment No. 4). Such negotiations resulted in tbc July 1. 1986 conma m e e n  

ton of the Denver unit CQ supply propoarl. . .  
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Y-4 and the Denver Unit. ?his contract is the sccond of the two contracts under which 
>(- 4 supplies CO, to the Denver Unit. As one might expect, the July I .  1986 contract 
provides for a lower price for CQ than does the January 1. 1982 contract. 

SWEPI's share of the gas purchased by the Denver Unit under the July 1, 1986 contract is 
supplied pursuant to an In-Kind Delivery CODW and is valued at the price of CQ under tbe 
J U ~ Y  1, 1986 contract. The MMS contends that the applicable price for CQ delivered-in-kind 
by SWEPI should be based on the price in the January 1, 1982 c o m c t .  The basis for such 
contention is that the January 1, 1982 contract (1) is accepted by the MMS as an arm's length 
contract, (2) is considered to be the unit operator's principal contract since it accounts for 
approximately 60 percent of the total CO, purcbascd by the Denver Unit, and (3) has the h i g h  
price. The MMS contends that the July 1, 1986 contract is not an arm's length contract, and 
covers less than 20 percent of the CQ purchased by the Denva Unit. In addition, the MMS 
contends that the July 1, 1986 contract was executed after the date of the CO, in-kind contract 
being valued. 

The procedures for negotiating the July 1, 1986 contract were virtually identical to the 
procedures followed in negotiating the January 1, 1982 contract. which the MMS has accepted 

y - y found iwlf in a situation of selling CQ to the Denver Unit, of which Y- + - - x - 4  - 
-x-y- for the Denver Unit and having the other major worlting interest owners 

procedure was found acceptable with respect to the January 1, 1982 contract and we have no 
doubts that bad the July I ,  1986 contract also been submined for acceptance by the MMS. the 
same result would have occurred. The July 1 ,  1986 contract contains a price negotiated between 
%-- as sella, and the remaining working interest OWIIM, as buyers. Obviously, it would 
have been to x- 4 advantage to maintain the January 1. 1982 contract price in effect for all 
C Q  purchased by the Denver Unit, but, in fact, it was required to renegotiate a lower price for 
all volumes oot subject to take-or-pay in the January 1, 1982 contract. The result is an a m ' s  
length connact. 

The federal regulations provide procedures for valuing CO, under ann's length cootram. Prior 
to March 1. 1988, the value of the C02 was the estimated reasonable value, due considcratiw 
bemg given to the highest price paid for a part or for a majority of prductim of We quality in 
the same field, to the prie recaved by the l e s e ,  to postaJ prices. and to other relevant mattas. 
In the absence of good rcas~n to the contrary, value computed OIL tbc basis of highest price pa 
Mff paid or offered at tbe time of production for the major portion of like quality CQ will be 
considered to be a rmonable value. (30 CFR 8 206.103 (1985)). 

Subsequent to March I ,  1988. the value of CO, which is sold pursuant to ann's length contra- 
is the gross proceeds accruing to the lessec. (30 CFR 8 206.152(b)(l)(i)(1988)). 

It is SwEPl's contention that its in-kind deliveries of CG to the Denver Unit to satisfy its ~ h a n  
of CQ purchase obligations under the July 1, 1986 con- shwld be valued in accordance with 

for purposes of establishing royalty value. In each instance b( --Y 

negotiate an arm's length cootract with - x --y This 
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mch contract. Just as it would be impmpcr for SWEPI to value all of its share of CQ deliveries 
to the Denver UNt at the July I.  1986 contract price, it is also impropef for the MMS to value 

of SWEPl's in-kind deliveries at the January 1, 1982 contract price. 

The MMS' insistence on valuing SWEPI's in-kind deliveries of CO, based on the January 1. 
1982 contract ignores the decline in CO, prices from 1982 to 1986. However, Congress 
addressed this concern in the Notice to Lessees Numbered 5 Gas Royalty Act of 1987, P. L. 
100-234, 101 Stat. 1719 (1988) ("TL-5 Act'). The N n - 5  Act modified Section 11.A.2 of 
NTL-5, which was applicable to the sales of CO, from the McElmo Dome Unit to the Denver 
Unit, by providing that the standard of basing valuation on the majority price for a field would 
not be followed if there was good reason to the contrary to not do so. The following colloquy 
between Senators Melcher, Johnston, and McClure during the debate on the NTLS Act made 
it clear that dramaticaUy dropping Ca prices during the 1982-1986 period constituted good 
reason to the contrary: 

The legislation [ N T L J  Act) provides. as do the regulations in Title 30. Code of 
Federal Regulations, that absent good reason to the conkary, the highest price 
paid for a major portion of the production from a field or area is a reasonable 
value. It is my understanding that during the pcriod covered by this [NTL-S Act]. 
gas prices were falling and many sellers were forced to accept lower prices, often 
the result of so-called market-out clauses. 

( 

Mr. JOHNSTON. 

Mr.MCCLURE. I would also answer that question 
affirmatively. 

That is my understanding. 

133 Cong. Rw. 518631 (December 21, 1987). (Emphasis added). 

Ln most cases, and as was the case here, an arm's length contnct will establish value. SWEPl 
contends that because of the declining market for CO, during the 1982-1986 period, the MMS 
should have accepted the July I ,  1986 contract as representing tbe value of CQ at such time tbe 
contract was entered into. 

The MMS also argues that the July 1,1986 contract (Delivery Meter 74222-5oOC) covers less 
than 20 percent of the CQ requirements of thc Denver Unit. Although this is coma, it should 
be irrelevant in the determination of which COz contract to use for determination of the value 
of SwEPl's in-kind deliveries. The July 1,  1986 contract was limited in voluws only because 
of the take-or-pay obligation applicable to #X - 9 MCF/day under tbe January 1.1982 conbxl 
(Delivery Meter 74222-5OOA). Unless the requirement for CO, at the Denver Unit grows. the 
total deliveries under the July 1, 1986 contract together with tbe in-kind delivesia arc limited 
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to a maximum of approximately 40 percent of the Denver Unit requirements. Valuation based 
saictly upon the fact that one particular contmct provides the major portion of production does 
not adhere to the guidance Of CongrrSs under the NTL-5 Act. Market ~ucumstances are clearly 
a good reason to avoid relying blindly on the major portion conbact, and to base valuation on 
a more contemporaneously executed contract refledrig the changed market circumstances. 

The MMS also contends that during the audit period there were no arm's length contracts 
covering sales to the Denver Unit (other than the Y -y March 1. 1983 contract, which was 
really a sale to SWEPI for one-third of the voluma to be delivered under the January I ,  1982 
contract) on which it could value the in-kind deliveries by SWEPI. The MMS apparently fails 
to realize that a CO, sales contract with a particular unit for tereiary rccovev generally is for the 
unit's total requirements of CO, during the tertiary recovery project. Only one such contract is 
usually required. SWEPI contends that the MMS should direct its attention not to the purchasing 
unit. but should look at ann's length sales of CO, from the source field to other purchasers in 
order to compare arm's length contracts for CQ during the relevant time period. 
Attachment No. 5 reveals the a m ' s  length sales of CQ from the McEimo Dome Unit by SWEPI 
during the period between the January 1,1982 Denver Unit conmct and the July 1, 1986 Denver 
Unit conuact. This Attachment clearly reveals the decline in CO, prices that occurred during 
this period. A comparison of these arm's length contract prices suppons SWEPI's contention 
that there was good reason to the contrary for the MMS to abandon its highest price for a major 
portion standard and for the MMS to accept the July 1, 1986 contnct price as the value of 
S W P I ' s  in-kind deliveries. 

Finally. the MMS contends that the July 1, 1986 contract for the DCnm Wt was executed aftu 
the date of the in-kind deliveq contract that is being valued. The in-kind delivery contract was 
dated March I .  1986. Although it did precede the July 1. 1986 contract, it was clCarty 
associated with the efforts of the Denver Unit working interest owners to negotiate a new des 
conhact for the volumes of C 4  required in excess of the January 1, 1982 contract take-or-pay 
volumes. The volumes of Co1 delivered under both the March 1. 1986 contract and the July 1, 
1986 conbact, together with certain in-kind deliveries by other Denver Unit working inma 
owners valued at the July 1,1986 price, constitute the total Cq requiremcnrS of tbe Denver Unit 
in excess of the January 1, 1982 conuact. Valuation of the March 1. 1986 in-kind delivery 
contract should be measured by the ttrms of tbe July 1, 1986 coneact. 

L P  
Section 2415(a) of Title 28 of the United States Code governs the time for commencing actiom 
brought by the United States or agency thereof which are founded upon c o n m .  This gcrrcnl 
statute of limitations provides in patinent pan as follows: 

Subject to the proviSi011s of section 2416 of this title, and except as othawisc 
provided by Congrrss, every action for money damages brought by tbe United 
Staw or an officer or agency thereof which is founded upon any contract express 
or implied in law or fact, shall be barred unless the complaint is filed within tix 
yean afta the right of action acmes or within one year pfter linal decisioos have 
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been rendered in applicable administrative proceedings required by contract or by 
law. whichever is later . . . . 

The MMS and its predecessor, the United States h l o g i c a l  survey. have previously interpreted 
its audit powen consistent with the six year statute of limitations contained in 28 U.S.C. 4 
2415(a). The internal guidelims and procedures for audits contained in the USGS Consmation 
Division Manual recognized that audits must be conducted on leases within six years because 
of the six year statute of limitations in 28 U.S.C. 4 2415(a). See Release No. 30 dated March 7, 
1977 and Release No. 57 dated October 26, 1979. 

lo Fwre Mineral Cornpay, GAS-5-Mining, dated September 17, 1976, the Acting Director 
of the USGS beld that the practical effect of the six year statute of limitations. 28 U.S.C. 8 
24 15(a)( 1970). is to preclude the Survey from billing appellant for royalties which accrued more 
than six yean prior to the date of the letter notifying Foote that his royalty calculations were in 
error. On a@, the Interior Board of Land Appeals (.IBLA.), although acknowledging that 
28 U.S.C. 4 2415(a) (1970) was applicable to an action to pursue remedies. beld tbat sucb 

obligations for royalty. 34 IBLA 285. dated April 17, 1978. However, the IBLA decision in 
Foote Mineral Co., -, was reversed by the United States Court of Claims in Foote 
Mineral Co. v. 7 k  Unired hues, 654 F.2d 81 (1981). This case was an action by Foote to 
recover royalties paid to the United States Geological Survey from 1966 to 1974 on sodium and 
potassium pursuant to federal leases issued to Foote. In 1974. the USGS claimed additional 
royalties were due. At that time, Foote determined that lithium, the m i n d  actually being 
produced from the propem. was not subject to payment of royalties. The court btld the sodium 
and potassium leases were invalid and Foote was entitled to recover the royalties previously paid 
to the USGS. Interestingly, the cow noted that 'the [USGS'J answer asserts tbat the statute of 
hmtations bars any recovery for royalties paid prior to January 8, 1972. The parties have not 
yet addressed this issue and may do so on remand. We express no opinion on this matter.' Id. 
at 88. Thus. the Secretary continues to ackuowledge and attempt to utilize the six year statute 
of limitations as a bar to recovery of royalty payments. 

In coactal Oil and Gar Corp., MMS-87-0015-OBtG dated March 25,1987. rhe MMS Mistant 
Director for Program Review cited 28 U.S.C. 1 2415(a) as providing the MMS six years to file 
a right of action for late payment charges. The MMS decision stated that it is thc policy of the 
U.S. Government to assess a late payment charge on all debts not received by the due date. The 
decision points out that the due date of royalty payments, tbe last day of the mooch next 
following the month of production. is Well settled. Thus, this decision of the MMS rtEognizes 
that its right of action acmes on the royalty due date. This same holding was made by tbe CWR 
in Phillips Perrolewn Co. v. M o n v ~ l  Lujan. Secretary of the Dcprtmenr of the Tnredor, 
ef ul.. (N.D. Okla. October 18, 1989, W.L. 239616); 
951 F.2d 257 (loth Cir. f991) .  

in Pbillips. rupro, the court beld that the six year statute of limi~tions set forth irr 28 U.S.C. 
Section 2415(a) is applicable to claims for royalty pursuant to an oil and gas lease between the 

. . . .. limitations period was not applicable to ad iV to determine underlying 

-mi .I 
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federal govmment as lessor, and a lessee. The court also held that the six year statute of 
limitations begins to run when the royalty was due or paid. 

There is no statute of limitations applicable to claims by the MMS for additional royalty 
from Federal leases. In fact, Congress must have had in mind the statute of limitations 
with respect to claims for money damages arising out of contract Svhen it enacted the Federal Oil 
and Gas Royalty Management Act (‘FOGRMA‘), 30 U.S.C. 8 1701, et scq. (1982). The 
limitations period in FOGRMA for maintaining records for royalty audit by the MMS is 
consi*nt with the six year hitations period in the g e n e d  statute. 

F O G W  also has its own six year statute of timitations with resptct to recovery of penalties 
under the Act. 30 U.S.C. 0 1755. The court in Phillips, supra, found that it is appropriate 
to presume that Congress, in UraCtiDg FOGRMA, was acting with a gendized  understanding 
how the g e n d  statute of limitations would operate in an action to enforce royalty rights. 

MMS cites Foresf oil afp., 11 1 BLA 284 (1989) for the proposition that the statute of 
limitations does not accrue when the royalty was underpaid. but accrues only when the MMS 
reasonably knew of the underpayment. The MMS claims that its coatention is supponed by 28 
U.S.C. $ 2416(c), an exception to 28 U.S.C. 8 2415(a). 

Section 2416(c) of Title 28 provides that for the purpose of computing the Iimitations puiod 
established in Section 2415(a), there shall be excluded all periods during which facts material to 
the right of action are not known and reasonably could oot be known by an official of the United 
States charged with the responsibility to act in the circumstaoces. 

Section 2416(c) of Title 28 is inapplicable with respect to tolling the six year statute of 
Iimitabons under the facts here, since the MMS could have known of its right of action by timely 
auditing SWEPI’s records. The Sh year statute of limitations begm to run when the royalty 
payment was due or made. The fact that the MMS did not bring its action until the audit was 
completed does not toll the statute of limitations. In United Stotcs of America v. Guvih  
Joint ComnUrniry College Dist&t. ef d., 849 F.2d 1246 (9th Cu. 1988) the court held that 
uncertainty as to the exact amount of tbe claim does not constitute lack of knowledge of a fact 
‘material to the right of action.’ Tbe court noted that the kgislative history of Section 241qc) 
of Title 28 expressly states that the principal application of the Section 241qc) exclusion from 
the running of the statute of limitations was intended for situations involving fraud. The material 
facts that are DM known must go to the very essence of the right of action. 1966 US. Code 
Congressional and Administrative News 2502,2508. 

The MMS also contends that the six-year statute of limitations applies to the judicial enforcement 
of administrative actions, but not to the administrative actions themselves. However, in 
Phillips, supra, the District Court denied the federal defendant’s motion to dismiss on grounds 
that the MMS order was not fd agency adon and therefore not subject to judicial review. 

The Court held that inasmuch as the MMS order did not provide for a stay pending review. 
Phillips was not required to exhaust its admhkua tive remedies. .ad tbc MMS order codtuted 
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final agency action subject to judicial review. The MMS did not appeal the denial of its motion 
to dismiss. In Phillips, the Tenth Circuit held as follows: 

Defendants were not asserting a claim for underpayment of royalties. Had they 
been, plaintiff might have very well been able to assert a statute of limitations 
defense. See 28 U.S.C. 2415 (su-year statute of limitations on 'action for money 
damages brought by the United Statcs...which is founded upon any contract). 

Therefore, the MMS demand letter to SWEPI dated July 22. 1992, which requires calculation 
of and payment of royalties, is subject to a six-year statute of limitations defense. Accordingly, 
SWEPI assem that the MMS is barred by the applicable statute of limitations from a 
demand for payment of royalties from SWEPI from the subject federal leases prior to July 22, 
1986. 

CO" 
For the foregoing reasons, SWEPl respectfully requests that the MMS accept the July 1, 1986 
ann's length contract with the Denver Unit as the proper basis for valuing deliveries of CQ by 
SWEPl under the Denver Unit In-Kind Delivery Meter 74222-5ooB. SWEPI also nspcctfuUy 
requests that the MMS directive to pay additional royalties to the MMS be limited to the period 
July 22, 1986 through September 30, 1989. 

RespectfuUy submitted, 

C 3 L -  6 .  E LUOGL 
William C .  Riddoch 
Senior Counsel 
On behalf of Shell Western E&P Inc. 
(713) 870-3625 

WGR:NC 

cc: Mr. F. David Loomis. Manager 
Mined Audit Section 
Colorado Department of Revenue 
999 Eighteenth Street 
Suite 1025, North Tower 
Denver, CO 80202 



Attachment No. 1 

United States Department of the Interior 

no\ 4LT\ U \ \ ~ C L U I  \T P I I W ~ U ~ U  
WSIR 115 M4\ \LE\ILST SER\’ICL 

.:. I , ’ - >  -, V . 0  R11\ 3 I I 3  
O f \ t E a .  c O L O ~ ~  O K 5  

7 - -  d t r  i 0  l984 

ENCLOSURE CONTAINS COH?AXY 
PROPRIETARY INFOR!!TION 
FOR U.S. COVER:R.YEONT USE OSLY 

Bp l e t t e r  dated A p r i l  9 ,  1984, 9.S requested % -4 - co  
6 u b c l t  a d d i t i o n a l  i n f o r m a t i o n  regarding the  arm’s-length n a t u r e  of a c o n t r a c t  
t o  s e 1 1  carbon d i o x i d e  (COz)  produced from t h e  Hcflmo Dome Unit i n  Hontezma 
and D e l o r e s  Counties .  Colorado t o  t h e  Denver Unit .  i n  Yoakus and t a f n e s  
Coun t i e s .  Texas. 

received t h e  information from X - V b y  le tcer  d a t e d  June 5 ,  198&. has  
r e v i e v e d  t h e  i n f o r m a t i o n  and found chat all items Of concern have been 
answered s a t i s f a c t o r i l y .  

P5 h a s  determined t h a t  t h e  c o n t r a c t  becveen - x -  Y * 

x -9 d a t e a  January 1,  1982 i s  a c c e p t a b l e r  The p r i c i n g  terms con ta ined  in 
your  c o n t r a c t  t o  sell C02 t o  t h e  Denver Unit are a c c e p t a b l e  t o  KHS f o r  
e s t a b l i s h i n g  a v a l u e  f o r  r o y d t y  purposes. 

A copy of ou r  F ind ings  and Conclusions is e n c l o s e d  f o r  your information.  



S h e l l  O i l  Company 2 

YOU have t h e  r i g h t  t o  a p p e a l  of the  decision6 i n  t h i s  l e t ter  i n  accordance 
rLth the  p rov i s ions  of Ticle  30, Code of F e d e r a l  Rcgulationc Part 290. Any appea2 ceken w i l l  be LO t h e  Di rec to r ,  Unerah Hanagement S e r v i c e ,  and t h e  
n o t i c e  of appea l  mot be f i l e d  v i t h  

Maeralo Hanagemeat S e r v i c e  
A t t e a t i o n :  Nr. W i l l i a m  E. F e l d m i l l e r  
Chief, Royalty Valuat ion and  S t a n d a r d s  D i v i s i o n  
P. 0. Box 25165, Hail S t o p  653 
Denver,  CO 80225 

v f t h f n  30 days from t h e  d a t e  of r e c e i p t  of t h i s  l e t t e r .  

A cop? of your appeal s h o u l d  be fonrarded t o :  

nr. Norman Hess 
Appeals  Divis ion 
H i n e r a l s  Hartageseat Service 
Hail S t o p  623 
12203 Sunr i se  VaIley Drive  
Resroo, Virg in ia  22091 
Telephone (703)860-7251 

If pou have any q u e s t i o n s  regarding t h i s  m a t t e r ,  please call us at  
( 3 0 3 ) 2 3 1 - 3 5 4 6 .  

Since re ly ,  

[ L ,  villi- E. Peldmiller 
Chief, Roya l ty  V a l u a t i o n  und 
Standard6 Division 

I- 

Enclosure  



Attachment NO. 2 

Shell Western E&P Inc. 

January 23, I9e6 

P.LL WOqKIYG IXTEi?EST OWNE3S 
DE,YVER UNIT 

Gentlemen: 

PURCEASED CO, FGR DEYVER UNIT 

In response t o  Conoco's l e t t e r  of November 6. 1985, Shell Western C6? Inc .  
(SWEPI) hzs prepared the attached bal lot  re la t ing  t o  future purchases a i  
co, f o r  the Cenver Unit. In essence, SWEPI seeks t o  determine Working 
I n t e r e s t  Owners' ( W I O )  desire  tc :  

-. I L i m i t  CO, purchases under the exis t ing contract  t o  the Daily Cortr3c: 
Quzntity ( O C Q ) ,  i .e. , X - r S  W C F / D  Gurino the conrrac: year.  

Nesotiate 2 new purchase contract  cnd/or c suppiy in-kind agrermz: 
f o r  t h e X - Y  MMSCF/D CO, i n  excess o f  the  OCO. 

2. 

I: the b?llo:  i s  approved, 211 WIr) will be responsible fo? providing V e i r  
she re  of  the X-4 K N S C F / O .  
options:  

P.. Sucply in-kind CO, which meets the Denver U n i t  TJality specific2:icns. 

B.  Request S;iE?I ( a s  operator of the Denver Unit) t o  handle t h e  biddin! 
t o  se lect  CO, supplier.  

ine e7fzc:ive date f o r  implementing these items w i l l  be the da:s C.=llot 
apprcvii i s  rtreived. We rea l ize  t h a t  alternrte supplies o f  CO c i n n n t  
be ar r tnqed instantly.  and we have asked our current s e l l e r  o f  Cd, for a 
proposal t o  suoolp volumes of CO, i n  excess o f  the contrect  takr-or-pay 
on an interim basis. A Copy of s e l l e r ' s  response i s  attached. This 
arrance.;;en: wi 11 cover a 90-day period comnencinp w i t h  ba l lo t  approva! . 
SWEPI, as operetor of Denver Unit. believes this proposcl t o  be f z i r  and 
eaui tzbie  t o  a l l  WIO. 

I n  order t o  insure an uninterrupted supply of CO, t o  Denver Uni t  c: the 
desian rate  of X - 4  MMSCF/D, any MI0 who elects t o  supply-in-klnd must 
begin deliveries w i t h i n  90 days of bal lo t  approval. Any WIO who e lec ts  
t o  supplv-in-kind and does n o t  ccmnence del iver ies  w i t h i n  90 days will 
automatiially be included i n  t h e  new contract f o r  their  share o f  volumes 
i n  excess of the DCP. 

All WIO's must then elect one o f  the PollcwinS 

-, 

8N8Y8601503 



Plesse return rne completed ballot t o :  

Shell Western EhP Inc. 
ATTN J .  H. Sheffield 
Enqineering Manager 
CO, Vwtures - Western D i v i s i o n  
P. 0. Box 576 
Houston, Texas 77001 

Any quest ions you may have should be addressed t o  J .  H. Sheffield, 
7 1318 70- 3394. 

Yours v e r y  t r u l y ,  

Engineerins Manager 
CD, Ventures - Western D i v i s i o n  

At tzchnen :  



D E W E R  (SAN ANOPES) U N I T  

JANUAP.Y 1986 
Si!ELL WESTERY E&P INC. - OPEXiTO'i 

BALLOT FOR LIM?TING CURRENT CO, CONTRACT TO OCQ AND FXCVIDING FOR 
ALTEXNATE SUPPLY. 

1. L i m i t  CO, purchased under current contract to DCQ and n e s o t i t t t  new 
szle/purchzse c a n t r a c t  and lor  supply in-kina asre taent  for CO, in 
excess a i  DCQ. 

For 

Agai nsi 

- 
- 

2 .  I f  a?proval of i t e m  2 i s  obtained, our share o f  C'J, i n  excess of 
OCQ w i l l  be suppl ied:  

I n - k i n d  - 
- By a s u p p l i e r  selected by b i t .  C;trator t o  CCC:S.C: 

the b i d  se lec t ion  process. 

P???.CVEtl JY 

T I T L E  

Pi tzsz  return signed copy of t h i s  ballot t o :  

S'wll Western E%? Inc.  
AiTZl J. H. S h e f i i e l d  
Engineering Manaoer 
CO, Ventures - tiestern Division 
P. 0. Box 576 
Houston, Texas 77001 

BNBY8601503 



Attachment No. 3 

Shell Western E&P lnc. 
A S a w . u " v . r y r G - t C * c *  

Mzrch 31. 1986 

Shell  Oil Company 
ATTN R. F. Nelson 
P. 0. Box 2463 
Houston, Texas 77001 

Gentlemen: 

SUBJECT: CARBON D I O X I D E  SUPPLY 
D E N V E R  UNIT - WASSON (SdN A W E S )  FIELD 
GAINES AND YOAKUEl COUNTIES, TEXAS 

Shell Western E&P Inc. ( S V E P I ) .  as Operator of the Denver Unit, desires t o  
s o l i c i t  bids for t h i r d  par ty  CO, supply t o  supplement volurres currently 
supplied by SWEPI t o  the u n i t .  Texaco and Conoca. the la rges t  UIU's t o  
purcnase CO, i n  the Unit. have j o i n t l y  developed t h i s  bid l e t t e r  on behalf 
of t h e  Uni:. 
obligation (X-GMMCFO) and have no take obligation associated with then. 
An approved b i d  f o r  supplemental volumes would have to.provide m r e  
favorable pr icc  and terms t h a n  t h e  current contract. 

Inforzztion 2nd requirements for  t h i s  proposal a r e  as follcws: 

These supplemental volumes are those above the current take 

J 

1. 

2. 

3 .  

4 .  

Oelivery Point  - A t  or near the downstrerm flang. o f  t h e  &aver L 'G~:  
meter f a c i l i t y ,  located i n  9 1 4  Section 827, Block 0, John E. G:'k$m 
Surv?y, Yoakurn County. Texas. 

VolGne - A?proximately%(Y MlCiD will be required for  t h e  l i f e  o f  
th i s  cont rac t  w i t h  an additional - K - 4  WCFD) needed 2,,,1 .' ,,. 
six r r o n t h  volume will  be needed t o  repay S'rlEPI f t r  volunes supplied 
d u r i n g  an interim ninety day period. Total purc5rsing re  uirevegts 
wil l  be approximately W BCF. 

T e 3  - x-+ years  o r  un t i l  %-4 6Ci  is purchases; whichever occurs Tirst. 

Price - Should be based on a zero percent take or pay. 
pay obl iget ions are included,  then an economic o u t  clause should be 
inserted i f  t h e  working interest owners vote t o  shut  the project down 
o r  reduce in jec t ion  volume t o  A-4 WlCFO. The f o m l a  tying the p r f cc  
of CO, t o  crude should include a weighting factor  (less than one) t o  
reduce the rise i n  CO, prices when crude o i l  i s  increasing. 

More spec i f i ca l ly ,  t h e  price of CO should be quoted a t  a fixed. non- 
escalating pr ice  f o r  a period o f  tfme and determfned by a fonnula 
thereaf ter .  As an  example, a c o m d i t y  price of S.40 f o r  CO, should 
be t ied  t o  a January 1, 1986 crude price. A lower c o m d i t y  price will 
be t i ed  t o  a lower crude Price. One suggested formula is as follows: 

* ?-,! j -. 

,.. . d u r l n s  the f irs;  s i x  month period of the contrzc;. The additional ..'r: /.* ' 
Y*  .-' 

- _  + -" 
' /::a -c ' , e.+ 5 1  C! 

I . - - .  

J 
J 

J 

If any take o r  

J 
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P i  Total l a id- in  COz cost * Base Price (UF x 

k s c  Price = S.QO/MCF 
WF = Weighting factor  ( l e s s  than 1.0) 
p i  = Current crude price 
P? = Crude price (January 1, 1986) 
T = Transportation 

. ( i -S) )  + T 

5. Celivery Po in t  specifications 

- ninimum pressure o f  X - Y  p s i g ,  maximum o f  r-4 p i g .  

- blinimum puri ty  -%+mol percent pure CO,. 

- NO -K- 4- and no more t h a n  

- Temperature no greater  thanX-L4 F. 

- No more t h a n  X - 9  

Trznsportation - Per pipeline t a r i f f  with ce:’iic_c f o r  c a x i n ; ~ ~  
znnual escalat ion.  

Firs; Delivery - June 1. 1986 

-+ water v i y r  per hVCF a :  
psie and X--U: 

parts by weight of hytroc.3 sulphide per x-+ parts o f  CO,. 

6. 

- 
1 .  

in v i e w  o f  t h e i r  majority position as purchasers, Corccs arid Texaco will 
be zcninis ter ing the bid so l i c i t a t ion  procedure. 
z n y  sdbssquent negotiations. a recornendation w i i i  be xade t o  the Cenver 
U n i t  Ncrking in t e re s t  Owners i f  any acceptable bics  ar: found.  
recomended, a new purchase contract  could then be ccr.sum~red a f t e r  the 
Workins I n t e r e s t  Owners determine i t  i s  desirable t o  CJ so. I f  you hrve 
any cuestions o r  comments about this proposal, plersn c r l l  Bob Leibrecht 
wich Csnoco a t  713/293-1804 or Bill Graham w i t h  Ccncc: r t  7!2/292-3C@5. 
D e t z i l t i  proposals are due by April 30,  1986 and s 5 c u ~ i  be sent t3: 

A f t e r  bid reviev and 

If 

Conoco Inc.  
A i T N  Mr. A. 1u.. Yarsa 
Division Manager, Midland Division 
P. 0. Box 1959 
Midland, Texas 79702-1955 

Yours very t r u l y ,  

J 

Div i s ion  Production Manager 
Western Division 

C B :  IC 





Attachment No. 4 @r Ice) 

t e n t  1 emen : 

CC-OCO a n d  Texaco, acting as administrators o f  the Denver Unit c?rbon dioxide 
supply proposal, have recornended t o  SWEPI t h a t  s t s o t i a t i o n s  s5ould comence 
w i t h  x-q The following 
items concerning the May 9 ,  1986 X - 4  prqcsi-1 a r e  subrr;i:ted f o r  yew 
review: 

t o  f ina l i ze  the con:ract for carbcn diGxide supply. 

1. Article 1.1 (h)  Definitions - "In i t ia l  Annuirl Period" s h o u l d  begin July 
1 ,  1986. 

Article 3 . 1  Comencernen: of Deliveries - J m 2  1, 1086 shoula oe chance5 
t o  July 1, 1 9 7  

2 .  

h-;icle 3 . 2  Take-or-Pa- - The cover l e t t o r  i z r  :his proposrl t o  A.  M. d s ta tes  "No tabe-or---. Yzrsa d a t e d  lay r:y paycent P S  long as  
purchased to ta l  project  volumes froe pf X X i D  t o  and including A'-+ 
Y X F D  a r e  purchased unde r  th i s  contract." for c l a r i t y  ths folloNir.; 
lansuzge i s  recomended: 

"From a n d  a f t e r  the d z t ?  of the beginnins c f  the I n i t i a l  Annuel Period. 
during each Period Buy?r a p e s  t o  purchase and take f r o 3  Se l l e r  o r  t o  
pay for  i f  not t a k e n  an annuel quantity of Crrbon D i o x i t e  equal t o  thc 
sur, o f  a dai ly  quantity. hereinafter r t fe r red  t o  a s  the "Daily 
Take-or-Pay Quantity",  i n  effect  On erch t r y  of t?e applicable pericc'. 
The Czily Take-or-Pay Quantity shall k oyirl  t o  t h e  qurn t i ty  (limitnC 
t og -9  ,mCF per day) made available t o  cer:?ir, Korking 1n:srest Owners cf 
t h e  Cenver U n i t  under t h i s  contract for  icjection volumes over x-y P>lCltiD 
per day. Quant i t ies  of carbon dioxid? hersin made avai lable  shal l  be 
t h a t  po r t ion  of the Denver U n i t  require%en;s ds provided by multiplying 
Buyer's un i t  par t ic ipat ion (as s e t  for th  i n  E x h i b i t  A)  times volumes 
over X-4 WCF per day but limited toX-4 P ! i Z  per day." This languaje 
would replace the f i r s t  two sentences i n  Article 3.2. 

2 .  

4 .  Article 3.4 Makeup Rights - Makeup lansuego i s  unnecessary and can be 
I f t  out .  

5. Article 3.6 Cooperation Regarding Deliveries - "...that SeTler's 
inabi l i ty  t o  conform i t s  deliveries t o  Buyer's revised daflv 
requirements shal l  n o t  have the effect  of reducing t h e  Daily Contract 

WLG2: 00025 



Mr. R. F. Nelson 
Page 2 
June 2.  1986 

6. 

7. 

8. 

9 .  

10. 

11. 

l!. 

Quant i ty  otherwise applicable," should be eliminated because i t  is nc: 
consis tent  with current Take-or-Pay language. 

Eliminate 3.7 Contract Yolumes Proportionart t o  U n i t  Particioation c i  

Art i c l e  3 - Language should be added to  allow makeup of carbon dioxide 
volumes supplied by SWEPI during March, April and May, 1986. This 
language would address Buyer's r i g h t  t o  take volumes u p  t o  g-9 o f  Oaily 
Con t rac t  Quantity during the  f i r s t  s i x  months o f  t h i s  contract. 

Ar t ic le  4 . 1  - Should ref lect  current 
market price and  P 1  s h o u l d  be changed t o  <-V MCF from the s ta ted X - q  
MCF. June 1, 1986 should be changed t o  July 1, 1986. 

This proposal provides unilateral  protection i n  various places t o  the  
Se l le r  in  case O f  inabi l i ty  t o  perform. Language s h o u l d  a l so  be 
included t o  protect the Buyer. 

Buyer. 

This languace should be: 

a .  Art ic le  4 . 1  I n i t i a l  Price and  Adjusments - The floor oix-4 per 
,YCF should be eliminated to provide pro:ection t o  the Euyer i f  the 
pr ice  of crude should drop below S X - q  BEL. If  the price does 
drop below SY-4, then price would be determined by t h e  formula 
out l ined in the original contract da ted  January 1, 1.062. 

b. Article  13.2 Buyer's Termination O o t i o n  - A Buyer t e n i n a t i o n  
provision should be accea s t a t ina  t n a t  I'f the  Denver Llfiit decides 
t o  reduce injection volumes t o  K % . W C i  per day or less  on a 
permanon: basis,  the iuyer can termin:% :his contract with no 
fur ther  cbl igation. 

Art ic le  4 . 4  Tax Reimburse-ent - January 1, 1965 should be changed :a 
Jrnuzry 1. 1986. 

Article  4 . 5  Excess Royalty - Eliminate "or b e s i s " .  

Article 10.2 Extended force Najeure 365 dzys should be changed t o  SG 
days.  

C;r,xo and Texaco would l ike  t o  meet with X - y  the wegk of Juris 2 .  1986 t c  
dis -vss  these itms and f ina l ize  this  contract. 

VEry t ruly yours, 

W .  L .  Graham 

I s h  

cc: A. M. 
R. J. 
W. G. 
W. F. 

I U  +?.nnn?: 

Yarsa, Midland 
Leibrecht. Houston 
Robb, Houston 
Stone, Texaco 
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